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Thank you for inviting me to share an initial loakthe FY 2009 and FY 2010 Governor’s budget
recommendations for the Kansas Health Policy AuthKHPA). The KHPA is a quasi-independent un-
classified agency created by the legislature irb2@0d is led by a Board of Directors appointedhay
Governor and legislative leadership. The KHPA Bdaas expressed a sincere commitment to work with
policymakers to address the difficult financialsition facing our state. The Board and staff staady to work
with the legislature and the Governor in a collaioe fashion.

Background: KHPA administers the medical portions of Medicdite State Children’s Health Insurance
Program (SCHIP), HealthWave, the State Employedtki®dan and the State Self-Insurance Fund (SSIF),
which provides workers compensation coverage fiestmployees. The funds for our public insurance
programs — Medicaid, SCHIP -- are matched by tHerfd government at 60% and 72%, respectivelyt Las
month, we provided medical coverage to more thdh(D people last month (December). That includesem
than 125,000 infants and children and nearly 88g@6rly and disabled Kansans. Certain Medicaiataah
long-term care services, including nursing fa@Btand Home and Community Based Services (HCBS) are
managed on a day-to-day basis by the Kansas DegrartsthAging (KDOA) and the Kansas Department of
Social Rehabilitation Services (SRS). These agsratso set policy for the Medicaid programs unteirt
jurisdictions.

The agency is also charged in statute with gatgeximd compiling a wide array of Kansas health-eelatata
that is used to guide policy development and inférepublic. As an example, the legislature retpeethat
we complete 20 studies on various health policicepy the beginning of the 2009 legislative sassidhose
studies are complete and have been sent to thelaege Coordinating Council.

FY 2009 Budget: The FY 2009 Governor's Recommendation for KHP&1s8 billion (including $503.2
million from the State General Fund). Excludingdvmid, HealthWave, and other assistance progréres,
Governor’s recommendation for program administratatals $88.0 million (including $23.2 million fmothe
State General Fund). The recommendation refle6t6% reduction in administrative spending compaoed
the KHPA approved budget. We made some of thah&t®ns through administrative belt-tightening and
contract reductions in the fall in order to meet bludget restrictions imposed during the budgeeldgwment
process as requested by the Governor. HoweveGadokernor's budget recommends $11.2 million in

additional reductions to FY 2009 State General Fexpkenditures.
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FY 2010 Budget: For FY 2010, the Governor recommends $1.9 bil{ionluding $515.0 million from the
State General Fund). For program administratioe budget recommends $82.6 million (including $22.3
million from the State General Fund). This is a3%2 reduction compared to the approved FY 2009
administration budget.

These reductions are described in the table below:

Selected Budget Reduction Items in Governor's Budge  t

FY 2009 FY 2010
SGF All Funds SGF All Funds
Reduce Contractual Service
Expenditures $1,111,749 $5,734,123 $1,321,175 $5,525,000
Reduce Salary and Wage expenditures $383,595 $1,153,866 $440,430 $1,246,706

Administrative reductions in travel,
printing, supplies, communications,
equipment replacement $67,249 $399,000 $53,642 $359,100
Implement Employer Sponsored
Insurance for SCHIP - Supplemental

request $125,000 $250,000
Citizenship Paperwork Requirement for
SCHIP - Supplemental request $280,000 $560,000

Switch Health Care Access
Improvement Fee Fund for State
General Fund $6,000,000

Switch Medical Programs Fee Fund for
State General Fund $2,500,000 $5,700,000

Correct SCHIP expenditures to match
caseload estimate $689,687 $2,518,481

Return unspent Children's Initiative
Fund for Immunizations $222,123

Return unspent State General Fund
from Regular Medicaid appropriation $997,907 $997,907
Move Children's Initiative Fund for
immunization to KDHE $500,000
Medical Assistance program

recommendations and Transformation

savings. $9,500,000 $23,900,000
18 month time limit for Medikan

Enrollment $6,700,000 $6,700,000
Expand Preferred Drug List to include

mental health drugs $800,000 $2,000,000

Agency Impact: | would like to point out two items specificallyat were included in the Governor’s
recommendation that will have substantial impaatshe ability of KHPA to continue meeting its stiatty
mission. The Governor’s budget requires a $1.Hanireduction in salary and wage expendituresYr2B09
and FY 2010 compared to the KHPA submitted budiyée currently employ 262 full time employees althou
we are authorized for 284 positions. The redustiarthe Governor’s budget will require KHPA to ti@6
positions vacant during FY 2009 and an additionab8itions vacant during FY 2010 — for a total 6f J'his is
a salary reduction of more than 10% of our workéo©ur submitted budget included an estimate dhgav
related to turn over of $604,777 which is equivateriLl vacant positions. To meet the salary aagehbudget
recommended in the Governor’s budget, KHPA willdhé&w evaluate whether key programs can continufe or
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staff will need to be reassigned to cover critelabrtages. We are continuing to analyze the impiaitte salary
recommendation and will consult with the KHPA Boafdirectors on additional steps.

The reductions in contractual service expendittotd $5.7 million in FY 2009 and $5.5 million irYR2010.
KHPA began notifying contractors of the need tocedior renegotiate contract terms in November 2008s
was done to meet the preliminary reductions as&ety the Governor. Given that only six monthshef fiscal
year remain, achieving $5.7 million in contractsavings will mean harsher reductions this yearsactioe
agency to meet budget targets. We will continegitocess of evaluating contracts and contractamsduce
planned expenditures for FY 2010.

In addition to the targeted reductions in salaaied contractual services, as | mentioned earliel? K has
already begun our administrative belt-tightenimgjuding instituting a hiring freeze; banning odistate
travel, limiting printing and communications, amstricting staff training. These measures witahéo be
continued throughout FY 2009 and FY 2010 to meeiGbvernor's recommended budget targets.

The Governor’s budget does not recommend elimigginegrams for beneficiaries or reducing provider
reimbursement.

The Governor’s budget did include many of the rec@mndations derived from the Medicaid Transformation
process, and also includes two proposed programgeisethat the KHPA submitted to the Division of Betin
order to meet our reduced resource budget targetsyf 2010. In FY 2010, the Governor’s budget reduihe
Medicaid caseload estimate by $32.6 million, ingtgdb17.1 million from the State General Fund.

The reduced resource packages that were adoptide Iovernor include:

» Expansion of the preferred drug list. State law currently prohibits management of memealth
prescription drugs dispensed under Medicaid. Utldemproposal, that prohibition would be rescinded
KHPA will use the newly created Mental Health Prggoon Drug (PDL) Advisory Committee to
recommend appropriate medically-indicated managéofemental health drugs dispensed under the
Medicaid program. Using a PDL together with aroendted prior authorization process, we can directly
manage the safety and effectiveness of mentalhhpsdscription drugs.

Over the past three fiscal years mental healthsdhage been the highest drug expenditure by cfass o
medications and the most-prescribed drugs by volufies has led to cost growth in pharmacy services
that exceeds growth in other services. Expendittoemental health drugs increased from the presvio
fiscal year by more than $4 million in FY 2007n dddition to the cost growth issue serious corgcabout
safety have arisen, especially in children. Anysia of KHPA claims data revealed that 6,179 Kansa
children under age 18 on Medicaid received a pigtsmn for an atypical antipsychotic. From Apl June
of 2008, 214 children under 18 were prescribed maore different antipsychotics within a 90 day pdri
Many of these newer drugs have recently been agsdcivith negative side effects. A large scaleamet
analysis of 150 scientific trials found that thevee generation of anti-psychotics carried no cehrantage
in effectiveness in the treatment of schizophreni&re associated with significant new risks, and in
comparison to the older drugs did not improve angéattern of side effects observed in older drugs.

In order to use the expertise of mental healthiperg and consumers in Kansas to better manage thes
prescription drugs, the KHPA is currently recrugtimembers for the mental health prescription drug
advisory committee and begin development of théeifed Drug List (PDL). In fiscal year 2010 will



continue to expand the PDL and develop criterigpfayr authorization of selected drug3he KHPA
proposal would begin using the mental health PDllanuary of 2010 with an expected savings of
$2,000,000, including $800,000 from the State Garfeund in FY 2010.

* Time limited MediKan. MediKan currently provides health care coverageeisons with significant
impairments who do not meet the level of disabitigcessary to receive Medicaid and are unlikeipéet
Social Security Disability criteria. However, peegligible for MediKan are required to pursue Sbocia
Security benefits as a condition of eligibility. & heduced resource proposal would place a firmattitfe
limit” on the receipt of MediKan benefits with n@eeptions or hardship criteria. Also, using Working
Healthy as a model, MediKan would be modernizedsoyrecting a portion of current expenditures tieof
a package of services consisting of basic health aiad employment services aimed at re-entry o t
workforce and achieving self-sufficiency.

Although a lifetime limit of 24 months currentlyisis in the MediKan program, the limit can be walivie
the individual is still attempting to receive Sddcurity benefits, creating a “hardship exceptioAlmost

30% of the current MediKan caseload receives cgeeumder the hardship exception. The KHPA proposal

estimated that applying the time limit and devehgpihe modified services package would result yinggs

of $1.5 million from the State General Fund duri®g2010. The Governor increased the savings estimate

to $6.7 million from the State General Fund. Thev&nor’'s recommendation includes using $5.0 niillio
of the program savings to provide limited healtreand workplace training services. This is roydtalf
of what the KHPA had proposed to offer the limitezhlth benefits and workplace training.

Medicaid Transformation Process: In addition to these reductions submitted inibdget, KHPA was asked
to suggest additional ways of reducing Medicaidezxpitures. KHPA has engaged in the process of
reorganizing and refocusing the agency to expapédaty for data analysis and management, and tptatiia-
driven processes in the management of it's prografos the past two years the Medicaid program has
undertaken a new and increasingly comprehensivetédf utilize available data and program manageémen
experience to review each major component of tbgram. In 2008 KHPA completed fourteen program
reviews as the first step in the KHPA Medicaid Bfanmation Plan. The Medicaid Transformation and
program reviews identified several administratiiarmges and efficiencies that could be implemenmtedea
Medicaid program without reducing the number ofgdeserved or providers of Medicaid services.
Recommendations from the Medicaid Transformatiatess, coupled with additional administrative sgsin
and efficiencies in pharmacy requested by the Gmreare included in the following table:

FY 2010
SGF All Funds

Pharmacy Changes $4,400,000 $11,000,000

Cost reimbursement for physician office administered drugs

Improve cost avoidance and third party liability in pharmacy

claims

Accelerate review of generic drug price limits

Ensure Medicare pays its share of hospital charges for

beneficiaries with dual eligibility $4,000,000 $10,000,000
Home Health Reforms $200,000 $500,000
Durable Medical Equipment pricing reforms $160,000 $400,000
Transportation Brokerage $200,000 $500,000
Tighten payment rules for Hospice Services $300,000 $750,000
Automate and expand pharmacy prior authorization $300,000 $750,000




Total $9,560,000 $23,900,000

These changes to Medicaid total $23.9 million wirsgs, including $9.6 million from the State Geridfand
that are part of the Governor’'s recommended budgéty 2010.

We continue to analyze the Governor’'s recommendaggarding a seven pay period moratorium on enaploy
contributions to the State Employees Health Bené&fian. We will be communicating our analysishef t
programmatic impact of the Medicaid transformatm cost savings proposals to our Board, to stdétersy
and to legislators in the coming weeks. Thank you.



